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Cost or Market

A

M O N G the expressions which fall
glibly from the tongues of those who
know, those who think they know, and
those who have no idea as to the meaning
of the phrase, is the one "cost or market,
whichever is lower."
The phrase did not originate with the
Treasury Department. It has been in
use among accountants for many years.
But the Treasury Department has, in
connection with taxes, been the cause of
its increased use.
The phrase has its application chiefly

to inventories. It is scarcely ever applied to securities although the same
principle holds in connection therewith.
Inventories are of course of various kinds.
It is therefore important that an expression
like "cost or market" should not be used
carelessly or indiscriminately.
The goods of a trading concern should,
for inventory purposes, be priced at cost
unless in the market, at the date of the
inventory, the goods may be replaced at a
cost which is lower than that at which
they were originally acquired. Such is the
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meaning in this case of "cost or market,
whichever is lower."
It is all a matter of viewpoint.
" M a r k e t " means purchase market; not
sales market. It should always mean the
same thing. It should never be construed as meaning the selling prices of the
concern to which the goods belong. Such
a basis for inventory valuation would
result in anticipating profits, which
is not countenanced by good accounting.
In a manufacturing concern the problem
appears at first more complex. In reality
it is almost as simple with respect to the
foregoing argument as in a trading concern.
The problem divides into three parts
in accordance with the divisions of the
inventory, namely: materials, goods in
process, and finished goods.
Materials are easy; original cost or
purchase market cost, meaning replacement cost, whichever is lower.
Goods in process; slightly more difficult, in that some analysis is necessary
to determine the units of accumulated
material, labor, and overhead, according
to the stages of completion in which
the goods are found at inventory time.
But once determined, the principle remains the same—original cost or purchase
market prices of the elements, whichever
is lower.
Finished goods are still more difficult.
They may be analyzed as to elements,
which is seldom practicable, or they may be
considered as completed units for pur-
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poses of valuation, which is the more
usual. As units for purposes of valuation
their manufactured cost is as a rule easily
ascertainable but their replacement cost
rather more difficult since they may be
specialties wherein the manufacturer fixes
the market price.
Where there is a market price fixed
by competition, such price, when lower
than the cost of the individual manufacturer, presumably may be used. Where
there is no competitive market price there
appears to be no recourse except to use
the selling price of the individual manufacturer, deducting therefrom the gross
profit, unless perchance the goods are
analyzed as to their elements and the
market prices of such elements are used.
The Treasury Department apparently
finds no fault with this procedure except
where goods in the inventory are for
delivery under firm sales contracts at
fixed prices entered into before the date
of the inventory, in which case the goods
must be inventoried at cost (Regulations
45, article 1584).
The point of the argument is that
everyone should be in agreement as to
what is meant by "market."
The
generally accepted meaning is replacement cost. When we mean selling price
we should so state. When we use the
term "market" it should be understood to
mean replacement cost. It might even
be clearer and better in audit reports to
use the terms, when they apply, "replacement costs" and "selling prices, less
gross profit."

